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CC Docket No. 96-150

SNET REPLY TO OPPOSITIONS TO ITS PETITION FOR
LIMITED RECONSIDERATION

The Southern New England Telephone Company (SNET) respectfully submits

this Reply to Oppositions filed in response to its Petition for Limited Reconsideration

(Petition) of the Report and Order adopted by the Federal Communications Commission

(Commission) in this proceeding. l

I. INTRODUCTION

In its Petition, SNET only seeks a limited expansion of the exception from the

market valuation of services provided to a Local Exchange Carrier (LEC) by an afflliate.

As ordered, the exception would apply only to those LECs which have an affiliate that

exists solely to provide such services. SNET requests that the Commission expand this

exception to include those situations where a LEC, such as SNET, provides services

exclusively for itself and its corporate family. In providing services to its corporate

family, SNET functions, in effect, as a service company, with the same intent expressed

in paragraph 148 to provide services solely to corporate affiliates. As a result, significant
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1 In the Matter of Implementation of the Telecommunications Act of 1996: Accounting Safeguards Under
the Telecommunications Act of 1996, CC Docket No. 96-150, Report and Order, released December 24,
1996 (FCC 96-490) (Report and Order).



benefits accrue to subscribers through economies of scale and scope. If this exception is

not expanded to include LECs with such organizational structures, SNET would be

subject to the valuation rules in Paragraph 147 and would thereby be unfairly

disadvantaged and subject to burdensome market valuations, simply because its corporate

operating structure does not qualify, literally, for the Paragraph 148 exception, even

though it qualifies on a practical and operational level.

In their Comments/Oppositions to SNET's Petition for Limited Reconsideration,

certain parties support the expansion of the exception while other parties oppose it? The

oppositions to the expansion of the exception disregard the merits of SNET's arguments

in an obvious attempt to burden SNET, and other similarly situated LECs, with needless

additional regulation. Furthermore, contrary to AT&T's implication,3 LECs are not, in

any way, attempting to erode the effect of the Commission's accounting safeguards. Nor,

as MCl states, is it "clear that the potential gain of determining whether fully distributed

cost undervalues a transaction outweighs the cost of performing a fair market study.,,4 As

described more fully below, expanding the exception from obtaining market valuations of

services is appropriate and, therefore, the oppositions filed by AT&T, MCl and TRA

should be rejected.

SNET should not be denied the benefits of the exception simply because of its

corporate structure. To do so would unreasonably elevate form over substance. On a

practical and operational level, SNET's corporate structure is indistinguishable from the

2 BellSouth and Ameritech have filed comments supporting the extension of the exception. AT&T, MCI
and TelecoIIlIIl,unications Resellers Association (TRA) have filed comments opposing the extension of the
exception.
3 AT&T Opposition at 2.
4 MCI Opposition at 2-3.
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structures of carriers that qualify for the exception. The rationale underlying the

exception is fully consistent with SNET's corporate structure. The burdens that the

exception properly seeks to avoid will clearly be imposed on SNET absent relief.s

Granting limited reconsideration would further the deregulatory goals of the

Telecommunications Act of 19966 and thus serve the public interest.

II. AN EXPANSION OF THE EXCEPTION IS CONSISTENT WITH THE
COMMISSION'S RATIONALE SUPPORTING THE EXCEPTION.

In the Report and Order, the Commission adopted a rule requiring LECs to record

affiliate transactions that are neither tariffed nor subject to prevailing company prices at

the higher of cost or estimated fair market value, when the LEC is the seller or transferor,

and at the lower of cost or estimated fair market value, when the LEC is the buyer or

transferee. In paragraph 148, the Commission provides an exception to the rule. This

exception requires a LEC buying services from an affiliate that are neither tariffed nor

subject to prevailing company prices to record such transactions at Fully Distributed Cost

(FDC) when the affiliate exists solely to provide services to the LEC's corporate family.

With respect to this exception, the Commission reasoned that, when an affiliate is

established to provide services solely to the LEC's corporate family, the benefits of

economies of scale and scope are reflected in the affiliate's costs, and are ultimately

passed along to subscribers through transactions with the LEC for services valued at

FDC.7 An expansion of this exception is consistent with the Commission's rationale for

5 These burdens would be significant enough to require SNET to consider a reorganization of its service
functions. While SNET is considering such a reorganization of its service functions in any event,
reorganizations cannot be done overnight, and SNET would suffer loss of economies and needless
administrative efforts during the interim.
6 Pub. L. No. 104-104, 110 Stat. 54 (1996).
7 Report and Order, para. 148.
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supporting the exception. Specifically, SNET provides certain services to internal

departments and unregulated affiliates, which are performed solely for members of its

corporate family and are not offered or sold to unaffIliated parties. In such cases, SNET

functions, in effect, as a service company and with the same intent expressed in paragraph

148, to provide services solely to corporate affiliates. As a result, significant benefits

accrue to subscribers through economies of scale and scope.

m. LECS WOULD BE UNDULY BURDENED BY ATTEMPTING TO OBTAIN
MARKET VALUATION INFORMATION.

SNET, and other similarly situated LECs, would face a significant burden in

obtaining market valuation information for services that SNET performs exclusively for

itself and its affiliates in order to satisfy this requirement. In order to produce this

information, SNET would be required to devote a significant amount of resources to

conduct the difficult and unnecessary (given the economies of scale and scope otherwise

reflected in SNET's costs) task of determining the values from outside sources for

services that would be direct substitutes for all current processes. As stated by BellSouth

in its comments, "the requirement to perform fair market value studies in addition to fully

distributed cost studies adds millions of dollars annually of administrative cost to the

LECs with no appreciable consumer benefit."s Furthermore, these additional expenses

would be ultimately borne by subscribers. Expanding the exception in Paragraph 148

would allow SNET to avoid this unnecessary regulatory burden and thus support the

deregulatory goals of the Act and the public interest.

8 BellSouth comments at 3.
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IV. CONCLUSION

For the above reasons, SNET respectfully requests that the Commission reject the

Oppositions filed by AT&T, MCI and TRA and approve SNET's Petition for Limited

Reconsideration and extend the exception in Paragraph 148 to include those situations

where a LEC such as SNET provides services exclusively for its corporate family.

Respectfully submitted,

THE SOUTHERN NEW ENGLAND
TELEPHONE COMPANY

.
By: ~.s.~\~~

Wendy S. Bluemling \
Director - Regulatory Mfairs
227 Church Street
New Haven, CT 06510
(203) 771-8514

April 16, 1997
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